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Cap banking: Under the amended law, the local unit can bank (for up to two years) the difference between its final appropriation subject to the cap and 3.5%.  Banking is no longer automatic.  The governing body must pass an ordinance (municipal) or resolution (county) for the difference to be banked.  A certified copy of the ordinance/resolution must be filed with the Division.  A single ordinance/ resolution (as appropriate) may be used to exceed the COLA with any unused balance being used for cap banking.

Cap Exception Changes: Several cap exceptions were eliminated.  In all cases, amounts outside the cap in these categories in 2004 budgets will be rolled into the base amount for 2005 budgets.

Municipal exceptions (at N.J.S.A. 40A;4-45.3) deleted:

· PEOSHA Expenses (u)

· Hazardous waste facilities (w)

· Municipal court costs (ff)*

· Environmental Joint Insurance Fund administration costs (gg)

· Costs that are part of implementing an estimated tax billing system (hh)

· Salaries of police brought onto the payroll after COPS (nn)

Municipal exceptions modified:  

· The budgeting of proceeds from the sale of assets as an exception can only be for extraordinary purposes and must be approved by the Local Finance Board (dd)

· The Local Finance Board must now approve appropriations for costs of implementing a total tax levy sale

*A new exception of a cap exception (ff) for “newly authorized operating appropriations” was created for municipal court costs. The provision requires that to be eligible for the exception, the Presiding Judge of the municipal court in the vicinage must consult with governing body.

County exceptions (at N.J.S.A. 40A:4-45.4) deleted and 04 amounts rolled into cap base include:

· PEOSHA Expenses (l)

· Environmental Joint Insurance Fund administration costs (t)

Other sections of the law were amended, making technical changes to reflect the change in the rate from 5 percent to 2.5 percent and ensuring consistency.

The State’s FY 2005 budget continues the exception for municipal appropriations for “Reserve for Tax Appeals.”

The Division will make the necessary changes to our computer systems to reflect these changes shortly and provide cap calculations for SFY municipalities.  A separate Notice is being issued for the SFY 2005 COLA rate.

Approved: Susan Jacobucci, Acting Director
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Important Municipal and County Cap Law Changes


P.L. 2004, c. 74





Important changes were made to the municipal and county budget cap laws as part of the State’s FY 2005 budget.  P.L. 2004, c.74 (� HYPERLINK "http://www.njleg.state.nj.us/2004/Bills/S2000/1702_U1.PDF" ��S-1702/A-98�) made substantial amendments to cap exceptions, the index rate, cap increases, and cap banking, effective with SFY 2005 budgets.





Governor McGreevey enacted the changes to protect New Jersey’s taxpayers from runaway municipal and school district budgets by freezing local government spending at 2.5 percent or the cost of living, whichever is less. 





The spending limits are an important component of the Governor’s three-pronged FAIR (Fair and Immediate Relief) plan, which provides immediate property tax relief to more than two million New Jersey senior citizens and hard working middle class families. 





The changes that affect municipalities and counties are detailed below.





Name change: The term “index rate” as it applies to the percentage increase for inside-the-cap expenditures has been eliminated.  Instead, a “cost-of-living adjustment” will be calculated, based on the traditional federal government inflation calculation. The Division will refer to it as the “COLA.”  





This change does not affect the use of the term “index rate” as it applies to contractual increases under the Local Public Contracts Law.





Affects all municipalities: The law that excluded municipalities with a $.10 or lower tax rate the law has been repealed.  All municipalities are now subject to the cap law, regardless of their tax rate or budget.





Cap increase rate: The maximum cap increase rate has been revised from 5 percent to 2.5 percent.  Appropriations subject to the cap in municipal and county budgets can only be increased by the COLA, or 2.5% whichever is less.





COLA Rate Ordinances:  A county or municipality can, when the COLA is less than or equal to 2.5 percent, increase its allowable inside-the-cap spending to 3.5%, upon passage of an COLA Rate Ordinance (municipal) or Resolution 


(county).    The process remains as it has in the past, except for the name change and rate change from 5 percent to 3.5 percent.
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Director's Office


V.  609.292.6613


F.  609.292.9073


Local Government Research


V.  609.292.6110


F.  609.292.9073


Financial Regulation�and Assistance


V.  609.292.4806


F.  609.984.7388


Local Finance Board


V.  609.292.0479


F.  609.633.6243


Local Management Services


V.  609.292.7842


F.  609.633.6243


Authority Regulation


V.  609.984.0132


F.  609.984.7388


Mail and Delivery
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PO Box 803


Trenton, New Jersey


08625-0803
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